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ABSTRACT 

Almost one-sixth of all U.S. farming households 
suffered net income losses in 1984 r while about one-ninth had total 
incomes of more than $60,000. This disparity in a relatively high 
income year for the agricultural sector as a whole demonstrated the 
importance of income distribution in determining the overall 
financial well-being of farm operators and their households. Most of 
the average farming household's income earned on the farm came in the 
form of the rental value of farm dwellings r home consumption of 
farm-produced food, and wages and i>enef its operators paid themselves 
and their household. In 1984 r about three-fifths of the total income 
earned by farming households came from off -farm sources. The incomes 
gap between farm operator households and nonfarm households had 
narrowed somewhat over time, but farm operator household incomes were 
still generally lower. Average incomes tended to mask differences r 
however, because farm households had a higher proportion of 
households in both the lowest and highest income group than did 
nonfarm households. More than two-fifths of all U.S. farms had total 
annual sales of less than $10,000. Farms in the Delta States had the 
lowest average incomes in 1984, Pacific States farms the highest. 
(YLB) 
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FIMAKCIAL WELL-BEING OF FARM OPERATORS AND THEIR HOUSEHOLDS. By Mary Ahearn. 
National Economics Division, Economic Research Service, U.S. Department of 
Agriculture. Agricultural Economic Report No. 563. 



ABSTRACT 

Almost a sixth of all U*S. farming households suffered net income losses in 
1984 while about a ninth had total incomes of more than $60,000. This 
disparity in a relativel> high income year for the agricultural sector as a 
whole demonstrates the importance of income distribution in determining the 
overall financial well-being of farm operators and their households. Most of 
the average farming household's income earned on the farm came in the form of 
the rental value of farm dwellings, home consumption of farm-produced food, 
and wages and benefits operators paid themselves and their households. In 
1984, about three -fifths of the total income earned by farming households came 
from off-farm sources. 

Keywords: Farm operator households, distribution of income, wealth. Farm 
Costs and Returns Survey, farm-nonfarm comparison 
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SUMMARY 



Almost a sixth of all U.S. farming households suffered net Income losses In 1984 
while about a ninth had total Incomes of more than $60,000. This disparity In a 
relatively high Income year for the agricultural sector as a whole demonstrates 
the Importance of Income distribution In determining the overall financial well- 
being of farm operators and their households. Most of the average farming house- 
hold's Income earned on the farm came In the form of the rental value of farm 
dwellings, home consumption of farm-produced food, and wages and benefits operators 
paid themselves and their households. In 1984, about three-fifths of the total 
Income earned by farming households came from off-farm sources. 

The Income gap between farm operator households and nonfarm households has narrowed 
somewhat over time, but farm operator houshold Incomes are still generally lower. 
Average Incomes tend to mask differences, however, because farm households have a 
hlgner proportion of households In both the lowest and highest Income groups than 
do nonfarm households. 

Here Is a thumbnail sketch of the economic well-being of farming households In 
1984: 

o More than two-fifths of all U.S. farms had total annual sales of less than 
$10,000, accounting for only 2 percent of all farm sales. These farms 
suffered an overall net loss of Income. On average, households on farms 
with sales of less than $100,000 earned most of their Income from off-farm 
employment. Households on farms with sales of more than $500,000 earned 
an average $219,000 In Income In 1984. 

o Farms In the Delta States had the lowest average Incomes In 1984; Pacific 
States farms had the highest. Farming households In the Corn Belt and 
Northern Plains States earned the largest share of total Income on the 
farm. Farms with net losses were mostly concentrated In the Southern 
Plains and Northeast States. The Appalachian and Lake States had the lowest 
proportion of farms with net Income losses. 

o Households with high average Incomes, such as poultry and egg and vegetable 
and melon producers, tended to be most dependent on farm Income. General 
crop producers and other farming households with low Incomes generally 
depended on off-farm sources of Income and tended to have large farm Income 
losses. 

o Households with the highest equity In farm real estate, machinery, and 
Inventories were more dependent on farm Income than households with the 
lowest equity. Most dependent on farm Income, however, were households 
between the two extremes. 

o Average income generally decreased and the share of Income from nonfarm 
sources generally Increased as household's debts Increased In relation to 
assets. 
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Financial Weii-Being of Farm 
Operators and Tlieir Houselioids 



Mary Aheam* 



INTRODUCTION 



Id th* past) fara households experienced lower incomes on average than nonfarm 
houteholds. The gap between the average Incone of fara households and nonfara 
housaholds has lessened sonewhat over tlae, In large part as a result of the 
increasas in off-fara incone. However, an average Income of fara households has 
lost much of Its meaning because It masks a great deal of variation among households. 
Compared with the past, fara households represent a heterogeneous population. 
This dlverslQf has Intensified the challenge to government officials seeking to 
laplmment agricultural policies equitably. 

This report descrlbas the dlversl^ In the financial well-being of faralng house- 
holds by measuring their size distribution of personal Income and farm wealth In 
1984, and their Incone and wealth position- In relation to nonfara households. 

CONDITIONS IN THE FARMING SECTOR 

Large increases In agricultural productlvl^ and economies of size, particularly 
Silica the 1940' s, have signlficanUy affected the control and organization of 
reaourcaa in the faralng sector. These structural clanges include decreases in 
fara numbers and increases in the average size of faras. In 1910, the Nation's 

■veraged 137 acres per fara, with sales of agricultural commodities 
worth 14,749 (in 1972 dollars, table 1). By 1984, the total number of faras was 
a third the number in 1910, the average acreage more than tripled to 438 acres, 
and the real sales per fara Increased to $27,270, almost six times the 1910 

Peru have also become more specialized in ptoductlon. A fara is said to specialise 
in production of a commodity If sales of that commodity represent at least 50 
percent of its total sales. Specialization has Increased both in teras of (1) 

* The author is an agricultural economist in the Economic Indicators Branch, 
National Economics Division, Economic Research Service. 

y In contrast to the number of faras, the number of farmland ownera has remained 
relatlvaly suble since 1900 as a result of the increase in the number of non- 
operator landlords (6). Underscorad numbers in parentheses identify references 
listed at the end of this report. 
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the dominance of the apedallzed commodl^ In the total salea of that type of 
specialized farm and (2) the dominance of aales by apecialized farma in the toul 
sales of the specialised commodiQf in the farm aector as a vhole (23). In other 
words, commodities are increaaingly being produced on farma vhich apecialize in 
their productlo* . Moreover, the percentage of salea for a aingle commodiQr from 
these specialized farma haa been increaaing. 

Concurrent with the increaaes in apecialization haa been an increase in the 
concentration of production meaaured aa aalea of agricultural commodities. In 
1982, the 1.2 percent of farma with aalea over $500,000 accounted for about a 
third of all sales (fig. 1) and about half of all the aector* a net farm income 
(25) .2/ Production concentration haa increaaed in real terma even during the 
short'^period of 1974-82. But small farma are not becoming extinct. On the 
contrary, the psrcenuge of email farma (thoae with sales under $20,000) has re- 
mained suble over the period of 1974^82 at around 60 percent of all farms. 
Small farms account for a diaproportionately email ahare of production and, of 
late, have lost money in terms of net farm income (25). 

During the 1980* a, the agriculteral production aector haa experienced aevere 
financial atreas in terma of deteriorating caah-flow poaitiona and declining 
farm equity. The atreaa ia largely the reault of changea in the national economy 
since the 1970* s which had generally been unanticipated. During the 1970* a, 
international demand for grains, lives teck feeds, and oilaeeda increased at the 
same time that the value of the U.S. dollar declined. The result waa a growth in 



2/ Productive capacity aa meaaured by the value of aaaeta is less concentrated 
than are sales. In 1982, the value of land, buildinga, and equipment of the 1.2 
percent of farms with the greateat salea amounted to 12 percent of the totel 
value (28)» 
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tha export market for U.S. farm comnodltlea. The inflation rate accelerated 
during the decade and stimulated inveatmenta in inflation«*hedging aaaeta, such as 
farmland. Both accelerating levels of inflation and regulated financial markets 
resulted in low real interest rates. Use of debt financing by farm operators 
increased greatly aa a result of the low real interest ratesy expectations of 
asset appreciation! and liberalization of credit conditions. Total farm debt 
more than tripled between 1970 and 1981 as did the nominal value of farm assets. 

By the end of the 1970* Sy favorable conditions reversed for the sector. The 
rising value of the U.S. dollary changes in the Federal Reserve Board's interest 
rate policy^ and increased production by competitors shifted both supply and 
demand for U.S. products and put downward pressure on domestic commodity prices. 
The value of farm assets has decreased since 1981 as a result of depressed commt^rliQ^ 
pricesi deflated expectations regarding future farmland appreciationy and high 
real interest rates. However^ farm debt has remained relatively stable. The 
extent of the current financial stress varies significantly acroas the sector. 
Aside from recent weather trends^ those farm businesses most adversely affected 
are probably those which produced commodities with a large export market and those 
which purchased land at the inflated prices of the 1970* s, although there is a 
lack of empirical evidence. 

Most farm businesses are closely held by farm households. The economic well-being 
of households associated with farms varies considerably! largely because of the 
variation in the financial position of their farma. Another factor affecting the 
well-being of farm households is their off-farm income. Those for which farming 
is the principal occupation during an income year are more likely than any other 
occupation to have more than one Job (£). Farm operator houaeholds have become 
increasingly dependent on off-farm sou?ces of income. The U.S. Department of 
Agriculture (USDA) estimates that 43 percent of the total income of tarm operator 
households came from off-farm sources in 1960^ and 54 percent came from off-farm 
sources in 1984 (25). 3J Off-farm income provides a more suble source of funds 
for the household. For example^ off-farm income has increased only moderately in 
the 1980* Sy but it accounted for 72 percent of the total income in 1983 because 
of the low farm incomes that year. 



IDENTIFYING THE PEOPLE ASSOCIATED WITH FARMS 

Measuring the financial well-being of people aasociated with farms has been 
complicated by the use of more than one definition of the relevant population, 
sometimes leading to confusion over the populations. The definition employed in 
this report is farm operators and membera of their households. By definition, 
the farm operator is the primary decisionmaker of the farming operation and 
generally bears the major financial responsibility .4/ Other definitions of 
people associated with farms are for farm residentsT those who have farm self- 
employment income, and those whose major occupation is operating or managing a 
farm. 

Farm residents, officially termed the farm population, are simply those persons 
who reside on farms in rural areas. This group includes resident workers as well 
aa persons not actively associated with farm production. The reaidence concept 



^ The USDA total income includes nonmoney Income. 

4/ In the case of partners who equally share decisionmaking responsibility, the 
moTe senior partner is claasified as the operator. 
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•xcludes those who art involved with fan production if they do not reside on 
faras. In 19829 21 percent of those operating farms did not reside on their 
faras (28), The popularity and relative accessibility of this concept can be 
explained by the fact that aost of those benefiting from fara progress in the 
past resided on faras. For eicsaple, in 1970, 77 percent of those self-employed 
in farming (as operators and nonoperator landlords) and 31 percent of hired 
vorkers were farm residents. Just 62 percent of the former and 22 percent of the 
latter were farm residents in 1982 (5). 

Another classification, those who receive farm self -employment income, includes 
operators and partners of unincorporated farms and unincorporated farm landlords 
who do not operate a farm and excludes operators of incorporated farms. Although 
only 3 percent of farms are incorporated, this type of orgsnizational structure 
accounted for 24 percent of agricultural sales in 1982 and increased in numbers 
at the fastest rate between the 1978 and 1982 Censuses of Agriculture, 19 percent, 
compered with -1 percent for sole proprietors and -4 percent for partnerships 
(28, 30). Persons with farm self -employment income must file a schedule F for 
tax purposes unless their total income falls below a minimum level. 

Thi; final classification of farm people is occupationally based and is defined as 
the Job held longest during the relevant period. The farming occupational category 
is defined to be composed of farm operators and managers. The definition includes 
only individuals whose major occupation is farming and excludes operators for 
whom farming is not the primary occupation. With the growth in off-farm income, 
excluding operators whose major occupation is not farming is a particularly 
problematic feature of this comparison of family incomes for policy purposes*. In 
1982, 45 percent of farms were operated by an operator whose primary occupatl^on 
was not farming (28) • Those farms account for $17,4 billion or 13 percent of the 
gross sales of farm commodities. Appendix A contains additional information on 
some general distinctions among the groups of farm people. 



METHODOLOGY 

There are many ways to view the distribution of income in agriculture. Income 
distribution is generally analyzed by categories known to be of special interest 
for policy purposes, such as by the sise of farms or by the ^pe of production in 
which farms specialise. Two approaches for analyzing the distribution of income 
follow formally from economic theory: (1) the functional distribution and (2) the 
size distribution of income. The functional distribution measures how income is 
distributed to the factors of production or inputs. The size distribution of 
income indicates how income is distributed among the people who control the 
factors of production. 

This report describes how, rather than why, income is distributed to people in 
agriculture over time and for 1984 by various categories of households and in 
comparison with nonfarm households. Economic theories for explaining the size 
distribution of income are not well developed despite much research in the area; 
this situation reflects the complexity of the process. A theory based on acquired 
human capital, mainly educational attainment and on-the-job training, currently 
dominates theories of income distribution. Its basic premise is that the distribution 
of acquired human capital determines the distribution of earning capacity and 
income. The life-cycle and inheriUnce theories highlight the importance of 
other forms of capital as accumulated through one's lifetime and among generations, 
reapectively. Thia report will not attempt to empirically explain the size 
distribution of income. Appendix B provides a brief description of theories 
of income distribution and how thsy relate to agriculture. 



The approach used to neaaure the else dlatrlbutloD of Incoae la to report the 
percentage dlatrlbutlon of Income recipient unlta In each total Income daaa and 
the Glnl Index which la an overall meaaure of Income Inequality baaed on the 
concept of the Lorena curve* The Lorens curve la a apedal caae of concentration 
curvea which plota the relatlonahlp between the cumulative percentage of total 
Income correapondlng to the cumulative percentcage of the population when Individual 
unlta are ranked In aacendlng order of their Income* The geometric Interpretation 
of the Glnl Index la the area between the Lorens curve and a diagonal which 
representa perfect equality of Income aa a proportion of the total area under the 
Lorena curve of perfect equality* If Income la dlatrlbuted perfectly equally » 
the Lorens curve will coincide with the diagonal and the Glnl Index will equal 0* 
Similarly! If Income la dlatrlbuted perfectly unequallyy the Glnl Index will equal 
1* The Glnl Index haa the dealrable proper tiea that (1) It la Invariant to proper* 
tlonal changes In Income and (2) a tranafer of Income from an Individual unit 
with a higher Income level to an Individual unit at a lower Income level decreasea 
the meaaure of Income Inequall^* Horeovery alnce It la the most widely uaed 
meaaure of Income InequallQfy comparisons of Inequall^ among distributions may 
be facilitated* 

SOURCES OF DATA 

The primary data for this study were obtained from a national farm operator 
survey to obtain Information on the amount and aources of production expensesy 
revenues from farm marketlnga and other farm-related eamlngay off--farm eamlngay 
and aelected debt and asset data for the farm bualneas* The 1984 Farm Coats and 
Returns Survey is a personally enumeratedy probablll^-baaed aurvey* The aample 
consists both of farmers chosen from a llat of known operators compiled by USDA*a 
National Agricultural Statistics Service (formerly the Statistical Reporting 
Service) and segments of rural land In which all residents were Interviewed to 
determine If they qualified as farm operatora* Of the 239386 rural resldenta 
contacted) 72*8 percent participated In the aurveyy of which 139OO3 yielded 
usable queatlonnalres* Becauae a probability aample of farma was drawn In the 
survey^ each reapondent representa a number of other farma of a almllar size and 
type* 



DEFINITIONS 

The following are the definitions used In this report: 

Farms are defined aa places having salea of agricultural products of llyOOO 
or more during the calendar year* 

Total Income of farm operator houaeholds Is defined In this report aa Income 
from the farm operation and Income of the farm operator household from off*farm 
aource8*5^/ That la» 

Total Farm Off-farm (1) 

houaehold • Income **- Income 

Income 

Both farm and off*farm Income sources are further dlaaggregated In this report 
to better describe the financial character of farm operator houaeholds* 



^/ For this report) we aasume that all farm Income la earned by farm operator 
houaeholda* 
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if if— f aMaunt tht cenuibutlOM mU by Mt 
i«uvM itm MViettitttnl produetieoi 

C nw iM M it By oy I pgof Matunt th« dlnct payMnu 
B o ww a a t ■an— to mSfTni butlMia midtr fan profraaa.6/ 
TiMt la, ~ 

'an Bualnaa Houaabold Govanwant (2) 
iBCOM ■ fan fan * payaanta 

laeoM iDCOM 

Tha tfiattaetian batMaaa baalaaaa and heuaahold fan laeoM axlats aa a raault 
of Cko apoelal laeaatlvoa whleli oxlat baeauaa ooat fana an faally-run 
kMlaooaoa. flanlai opontlooa taoanlly incur axpaaaaa in producing houaabold 
fan isftOM and rocalvlnt Oonnnnt paynantai tliaaa Urgaly inaaparablo 
OKpaaaoa an aeeountod for in buaiaoaa fan incoM. 

BoalMoa fan Incoaa, la thla nport, la daf load aa inooaa froa tha production 
of afriealtvnl coaaodlUoa, laelndlng all caah Ineoaa, nat eaah oxponaos, 
dopcaetatloa, aad le-klad boaafica to hind Ubor. Howovar, tha doflnltlon 
oaelttdaa tha valua of tha ehaaaa in invantorioa. That la, 

Bnalaaaa Oroaa Caah DoprocUtlon (3) 

fan ■ caah fan - oxponaoa - and porqulaltoa 
laeeao iocoao to Ubor 

Booaohold fan laeoaa la Incoaa tha honaahold aarna dlncUy froa the business 
aad laeludaa aa lapvtad natal valuo for fan dwolllnga, tha value of agricultural 
c oaao d lUoa prodoeod aad coaaaaad on tha fan, and vagaa and fringe banaflts 
tha baalaaaa paya to tha opontar houaabold for ita labor. That Is, 

Hooaahold laputad natal Hoaa Own fan (4) 

fan - valua of fan •»■ fan * vagas and 

laeoaa dwalllnga conauaptlon fringes paid 

to household 

Off -fan tacoae caa coaa froa four aourcest 
o Noafan wage aad aalacy incoaa, 

o Vega aad aalary laeoaa eaned froa work on other fans, 
o Bualaaaa aad profeaalonal I nc oae, and 

o Noaoy laeoaa froa all other eourcea (including nonfara transfers). 

i/ The aua of tha throe aourcea of fen Incoae la conceptuelly slnllar to the 
offletol OgDA eoacept of aet fen lacoae except thet It excludea the value of the 
chaaga la lavoatorloa. 4alde froa cooceptuel dlffenncea, eatlaetas In this report 
wUl not eorreepond to the offldel eatlaetaa beceusa of differences In sources of 
data. 
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Off*fan Nonfani Vmgm and Nonfan Other (5) 

IncoM - waga and 4* aalary IncoM bualnaaa and 4* monay 

aalary from othar profaaalonal Incoma 

IncoM faraa Incoma 

Equity I aa uaad in this raporty rafara only to farm bualnaaa holdlnga and axdudaa 
nonfarm aaaata of tha houaahold and all financial aaaata» 

Savacal aourcaa of aacondary data ara uaad In thla report to show changea In farm 
operator hou99holda* Income over time and to compare Incomes of a varies of farm 
populatlona and the U.S. total population. 

The Income untta are defined aa either families or households. Famlllea are 
gtoupa of two or more related peraona; houaeholda are groupa of one or more which 
Include all peiraona In a dwelling unit whether related or unrelated. Income 
deflnltlona ualng the primary dau from the Farm Goata and Retuma Survey are 
altered from the above deacrlptlona In some cases to be conalatent with deflnltlona 
uaad In a comparlaon Involving more than one data aource. Theae varlatlona In 
aourcea and deflnltlona ara noted. 

LIMITATIONS 

The Interpretation of annual Income of farm houaeholda Is problematic for 
two major reaaona. Flrat» agriculture la a volatile aector and annual Income 
to the aector 9 eapedally to Individual farm buslnaaaaa. Is highly variable. 
Farmera generally expect to have wide swlnga in their Income on an annual baala. 
Although no alagle year's Income could adequately repreaent the financial well- 
being of farm buslneases or houaeholda » 1984 was an especially atreaaful time for 
many. On the other handy aa thla report and othera have shown, 1984 waa an axtremelji 
profitable year for aome typea of farma with unique atructural arrangementa, auch 
aa the contracting arrangementa used by vegetable and melon and poultry and egg 
producera and aome not heavily dependent on export marketa (24 , 26). One aolutlon 
to thla problem of annual volatlll^ would be to analyze the*^latrlbutlon of 
houaeholda* average Income for aeveral yeara. If data permit, or Ideally, to 
analyse the dlatrlbutlon of permanent Income as distinct from permanent plua 
tranaltory Incone. Second, because farm bualnesses are usually doaely held by 
farm houaeholda, aeparatlng business Income and expenaea from the household's 
f Inancea la difficult conceptually and empirically. 

Several dau llmiutlona exlat In thla report which affect the computation of 
bualnaaa farm Income. Neither actual aalea nor a range of aalea were reported 
for 140 farming' opera tlona. Ue do not know If these were truly zero salea or 
refuaala. If they were refuaala, then Income for thoae operatlona la underatated. 
In general, underreporting of Income la a problem common to all Individual aurveya. 
Data to eatlmate the value of the change In Inventorlea were not collected on the 
aurvey. Therefore, full Incoma will be underea time ted for thoae houaeholda which 
atored commodltlea and overeatlmated for thoae houaeholda which aold from peat 
yeara* production. In 1984, the value of the Inventory change for the aector la 
eatlmated at approximately $8 billion (25). Becauae the Inventory adjuatment waa 
poaltlve for the whole aector, more Incomea were likely underea time ted than 
overeatlmated in thla report. Aa mentioned, farm bualneaaea generally Incur 
expenaea to receive Government paymenta or to produce houaahold farm Income, but 
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thmum lns«parabl« •xptnses art all accounted for in bualnaaa farn Incoma. This 
situation affects how farm Income Is distributed among the three types but does 
not affect the toul farm Income. Business and household income tax expenses 
were not collected on the survey; therefore, the Incomes In this report are all 
before-ux Income. Bef ore-tax income Is obviously greater than after- tax Income. 
More Important, as a result of the Ux code, the distribution of af ter-ux Income 
probably differs from the distribution of before- tax Income. 

A final word of caution relates to the Interpreutlon of the distribution of 
Income from Government payments. These results reflect only direct Government 
psyments for participating In the Income support programs and exclude several 
other effects of Government programs on Income, expenses, and assets. That Is, 
the effects of many other Government programs, such as nonrecourse loans and 
Mrketlng orders, and the Indirect effects on prices and asset values from the 
Income support programs are excluded. 

TRENDS IN THE SIZE DISTRIBUTION OF MONEY IN(X)ME 

The purpose of measuring the size distribution of Income Is to determine how 
total Income earned by a specified population Is distributed among members of 
that population. The size distribution of Income Is measured annually by the U.S. 
Department of Commerce for the United SUtes and for various subpopulatlons. Including 
some of the previously defined farm populations. However, the U.S. Department of 
Commerce does not measure the size distribution of Income for farm operator 
households. The necessary data have been collected and analyzed InfrequenUy fay 
the U.S. Department of Agriculture. Size distributions of Income for farm operator 
households have been estimated historically for 1946 and 1966 (T^t 13) and for 1984. 
A comparison of these size distributions Indicates changes over**the past four 
decades. However, the size distribution of each year represents only that single 
year. The year 1946 was a very high Income year for the farm sector: net farm 
Income (In constant dollars) was only slightly below the all-time record high 
Income year, 1973 (25). The farm Income In 1966 was more average, although It 
was the highest of the decade (25). In general, the percentage of the households 
with lower Incomes decreased over these three periods, and the f>;;;,tcentage of the 
households In the highest Income class Increased. The average money Income of 
farm operator households In constant 1967 dollars Increased almost 90 percent 
from $3,436 In 1946 to $6,490 In 1984 (uble 2). 7/ The average Incomes of 
the middle Income households were, not suprlslngly, very stable. Because the 
lowest and highest Income categories are open ended, the average Incomes In those 
categories were more erratic. The year 1984 was a year of extremes: the lowest 
Income category had the lowest average Income and the highest Income category had 
the highest average Income of the 3 years In constant dollars. 

TOTAL, FARM, AND OFF-FARM SOURCES OF INCOME IN 1984 

The average farm operator household's total Income from farm and off-farm 
sources (excluding the value of the Inventory adjustment) was $26,633. Fifteen 
percent of all farm operator households had negative total Incomes and 11 percent 
had Incomes In excess of $60,000} the Glnl Index Is a relatively high 0.60, 
compared with a Glnl Index of 0.38 In 1983 for all U.S. families (31). 8/ 
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7/ Farm operator household Income In this section for 1984 Is defined to 
exclude noncash Income to be consistent with the earlier data. 

8/ The Clnl Indexes reported throughout this report for farm households are 
calculated with the negative Incomes receded to zero. This calculation will have 
the effect of underestimating the degree of Inequall^. 
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Table 2— Distribution trtnds of Dtt toUl noney Incone of fata opatator housaholdBy 
1946, 1966, and 1984 1^/ 
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3,436 


1946 


: 669 


3,716 


7,010 


20,345 


1966 


: 1,060 


3,755 


7,119 


16,409 


5,453 


1984 


: -5,302 

• 
• 


3,858 


7,475 


28,183 


6,490 

• -^ ..1 ^_ n Q 



percent). 

Source: (7,, ^) and 1984 Fan Costs and Returns Survey, USDA. 

The Increasing dependence of operator households on off-fam sources of Income 
has been documented for some time (14, 18, 25). Of the average Income of operator 
households (excluding the value of Inventory changes), 61 percent originates from 
sources other than the farm operated, half of that (31 percent) from off-farm wage 
and salary jobs (table 3). Such a dependence on off-farm sources of income 
supports Che relevance of the human capiul theory for explaining income distri- 
bution for operator households because off-farm employment generally requires a 
greater ratio of human capital to other sources of capital than does farming. 
Host of the 39 percent of the income earned on the farm flows directly from the 
farm business to the farm household as rental value of Che farm dwelling for 
resident operators, food produced and consumed on the farm, and wages and benefits 
paid to operator households by the farm business for their labor on the farm. 

Including Government farm program benefits, the survey data indicate that net 
income from the production of agricultural commodities (excluding the value of 
the change in farm inventories) accounts for only 10 percent of the average farm 
operator household's total income. However, because these survey estimates of 
income are before taxes and because farm losses often shelter off-farm income, 
farm income probably contributes a largsr share to total income on an after- Ux 
basis than on a bef ore-tax basis (^)* 
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le 3~Average total income by total incone class and source of income, 1984 
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4,065 
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48,268 
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ource; 1984 Farm Costs and Returns Survey, USDA. 
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TWO clMt tr^Dda energe from the dlstrlbutloD of sources of incom to total 
Incone daaaea: aa total iDcome iDcreaaea^ iDCome from both farm and off*farm 
aourcea Increaaea; and» aa total iDCome lDcreaaea» the percentage of income from 
farm aourcea Increaaea and the percentage of Income from off-farm aourcea decreases. 
Only the two largeat Income daaaea earn about half or more of their income from 
farm aourcea; moat of their farm earninga are from the production of agricultural 
commoditiea. Thoae houaeholda with negative total income lost on average $A1»988 
in farming. They also received an average of ♦2,547 in Government payments, 
aecond only to households in the highest income class of $60,000 and over. 
On average, households with negative incomes have the lowest income from off-farm 
sources, but some of the households with large farm losses probably sheltered 
off-farm incomes from higher taxes. 

Previous analysis of the distribution of sources of income and their contributions 
to income inequali^ determined that business farm income and Government payments 
were distributed more unequally than household farm income and total off-farm 
income (2). Total farm income contributed 87 percent of the income inequality 
among operator households; business farm income represented 79 percent, household 
farm income 5 percent, and Government payments 3 percent. Total off-farm income 
contributed only 13 percent to ths total income inequality. 

The contribution of Government payments to income inequaliQr merits elaboration. 
First, a positive relationship exists between average Government payments and 
farm size because many programs are based on production. Second, because Government 
payments are not proportionately distributed, they have a high Gini index (that 
is, they are very unequally distributed) and make a positive contribution to the 
overall income inequality. Third, that contribution is small for two reasons: 
Government payments represent a small ahare of total income, and Government 
paymenta contribute a larger ahare to total incomea of houaeholda in the two 
lowest income claaaes. For the other classes, the proportion is generally constant. 
Houaeholda in the negative total income daaa receive average paymenta aecond 
only to the higheat total income class. This negative total income class includes 
a significant portion of the high production farms. Fourth, the contribution of 
payments to inequali^ is smaller than their share of total income, implying that 
if Government payments were to increase, total inequality would decrease. This 
relationship, however, may be short run because of the proportion of large farms 
in the negative total income class and because business farm income was more 
unequally distributed during the survey year than during other less stressful 
periods for the agricultural sector. Finally, this analysis includes only the 
direct effect from Government payments and excludes any indirect price or structural 
effects. 



HOUSEHOLD INOOHE PROFILE BY SELECTED FARM CHARACTERISTICS 

The average incomes of operator households, the contribution various income 
sources make to total household income, and the size distribution of income vary 
considerably across the most common categorization of farms (tables 4<-8). 

Product Sales Class 

A popular categorization of farms is by size of production. Both acreage classes 
and product sales classes are typically used to measure size. Acreage as a 
determinant of farm size varies more by the ^pe of production than does farm 
size measured by sales classes. Thus, sales classes tend to be the preferred 
measure. 
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Average Inconaa increased as product salea increased. The smallest farms* incomes 
averaged llSySOS compared with $219»091 for the largest farms (table 4). Survey 
date indicate that 42 percent of farms fell Into the category of less than llOyOOO 
in aales.9/ These smallest farms accounted for only 2 percent of sales but had 
7 percent of cash expenses and about 20 percent of the estimated depreciation 
expense 9 leaving them with a negative share of estimated net farm income. Tne 
next class of farmsy those with sales of IIO^OOO to $4090009 lost money in farming 
if Government payments and household farm income are excluded. Farms with sales 
under I4O9OOO generally depended on off •farm sources of income. Only farms 
with sales over $1009000 have a sales share greater than their portion of cash 
expenses and earn most of their income from farming. 

In contrast to the distribution of earnings from the production and sale of 
commoditieS9 household-related income (such as the rentel value of farm dwellings) 
was more equally distributed among sales classes. Household-related income 
partially offset the greater concentration of farm business and Government 
payments on the larger farms. 

Product sales classes are often used as proxies for the size distribution of 
income in agriculture. Equating sales classes with income classes can be 
misleading because of the wide dispersion in income within each sales class. As 
the sales classes increase in value 9 the percentage of operators in the highest 
income classes and the average income tend to increase. However 9 the lowest sales 
class category actually had the lowest percentage of operator households with 
negative totel incomes. Eleven percent of that lowest sales class category also 
had totel incomes over $409000. The largest sales class category more closely 
approached the positive relationship generally expected between sales and income 
classes9 with one exception: 17 percent of operator households in the largest 
sales class category had negative total incomes. The negative incomes for the 
farms with large sales may have resulted from many factors 9 f^uch as financial 
stress9 large additions to inventories9 and large annual variations in Income. 

Region 

The average incomes were relatively similar by region; the Delta Sutes had 
the lowest average income of about $249000 and the Pacific Stetes had the highest 
of about $339500 (teble 5). 10/ The contribution of sources of income to total 
incomes differs by region. The Com Belt and Northern Plains regions earned the 
greatest share of their income from business farm income. The Southern Plains 
region had a negative contribution of income from all farm sources combined; 
however 9 that situation may be the result of operators* increasing inventories 9 
particularly wheat9 which are not accounted for in this measure of farm income. 
Household farm income made the largest contribution to households in the Northeast9 
mainly because of the effect of high land values on the imputed rentel values of 
farm dwellings. 

Income was most unequally diatributed in the Southern Plains. This region and 
the Northeast also had the highest proportion of households with negative totel 
incomes. The Lake Stetes had the most equally distributed income by region; the 
Gini index is a relatively low 0.50. The Appalachian Stetes had a much lower 
proportion of operator households with negative income9 7 percent compared with 
15 percent overall. 

9/ This compares with 48 percent of all farms having less than $1090:^0 in 
8ales9 according to the official estimates (25). 
10/ See fig. 2 for a regional classification of Stetes. 



UbXm A— DUtrlbueion of houtaholdc by incoM cUiioi and avaraga houaahold income by value of agrlcuUural produce iales. 
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Source: 1984 Farm CoiCi and Recurna Survey, USDA. 
















Table 5— DlscrlbuClon of houieholds by cocal Income class and 
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Income region. 1984 
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Source: 1984 Farm Cosce and Recurns Survey* 
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Regions of the Contlnentel United Stotes 



Northern 
Plains 




Type of Production 

f!*ff*\f°'^°.'?*" ^'"^•^ greatly by the type of production in «hlch farms specialize 
stable 6}. Houaeholda aasodated with fama «lth negative buslneaa farm Income 
generally had the loueat average total Incomea. General crop farms had the 

^^^^^ average total Income. 11/ On the other hand, 
households with high average total incomes were those more dependent on farm 
sources of income. For example, poultry and egg producera had the highest incoines, 
with an average of $67,500, and earned about 80 percent of it from farm sources. 
Besides general crqp farma, operator households for three types of farms had 
average, incomes below the total operator household average: other livestock, 
general livestock, and field cropa. Twenty-seven percent of the poultry and egg 
producers had incomes over $60,000 compared with lows of 6 percent of the general 
crop and general liveatock producers. The general crop farma had the most 
households with negative total household incomes (28 percent). In contrast, only 
8 percent of the nursery and greenhouse producers had negative houaehold Incomea. 



11/ We do not know how many of the operations that reported zero sales were 
true zeros or refusals. All of these operations were classified as general farms 
and may account for their large farm losses as a group. 
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6~Dl8trlbutlon of households by total Income class and avera£:e 



household Income by type of production, 1984 



production 


; Distribution of households b) 


r Income class 




Average household Income 




: Negative: $0 


;$10,000;$25,00C 


l:$40,000;$60,000 




Farm Income 




: Oil- 




: incone 


: CO 
;$9.999 


; to : to ; to ; 
; $24 .999 : $39 .999 ; $59 .999 ; 


and 
more 


: Business 


; Government ; 

• • 

• • 


Household 


; farm 
; Income 


• 
• 








Percent'—— 




























Dollars 






}h grain 


: 12 


13 


25 


20 


13 


18 


9,764 


4,529 


7,329 


14,166 


< 


&Id crops 


! 10 


25 


32 


15 


10 


9 


1,018 


1,698 


6,675 




2 


iBuauxw anil 
ilons 


: 17 


18 


19 


22 


8 


17 


19,334 


1,255 


11,635 


15,149 




ilts and tree nuts; 


15 


14 


27 


16 


12 


16 


-1,164 


230 


12,786 


18,061 


2 


'sery and green- 
luse 


8 


10 


27 


11 


24 


19 


9,470 


39 


10,405 


21,953 


4 


leral crop 


28 


24 


24 


11 


7 


6 


-15,148 


798 


7,423 


14,994 




leral livestock 


15 


20 


29 


21 


9 


6 


-4,884 


858 


6,800 


20,724 


2 


Lry i 


15 


15 


27 


19 


12 


12 


9,113 


3,068 


9,986 


6,060 


2 


iltry and eggs ; 


11 


8 


21 


16 


17 


27 


44,914 


408 


8,051 


14,133 


6 


ler livestock : 


20 


22 


23 


23 


4 


8 


-15,829 


343 


9,151 


24,722 


1 



source: 1984 Farm Costs and Returns Survey, USDA. 
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Avaraga Incomas Incraasac? as farm aqulty Incraasad (ubla 7). Faros with the 
hlghast aqulty «ara aora dapandant on farm sourcas of incoma than tha farms 
with lowar aqulty. Howavar, tha mlddla aqulty group ($500,000 to $1 million) 
had tha graatast dapandanca on farm sourcas of incoma. Tha mlddla group also 
had tha graatast dapandanca on Govammant farm payments. 

Incoma was mora equally dlatrlbutad by farm aqulty categories than by any other 
farm characteristic analyzed. As farm net worth Increased, the distribution of 
toul Incomes shifted and average Incomes Increased except for those with negative 
Incomes. Such a finding Is not suprlslng in light of the greater ratio of other 
capital to human eaplUl required to successfully earn a living In farming. This 
finding also underscores the Importance of the life-cycle and Inheritance 
theories emphasis on accumulation of other capital for explaining tha Income 
distribution of operator households. Despite the high percentage of operator 
households with negative total Incoma (27 percent) In the highest equity class. 
f« .I!''*5f*! Because of the concentration of households 

in the highest income category, this farm equity class also hsd tha most equally 
distributed Income (Glnl Index - 0.45). The proportion of operator households 
Who have negative toul Incomes Increased as farm equity increased, possibly 
because farm operators In higher equity classes increased their Inventories m 



Debt- to- Asset Ratio 

Many farmers Increased their debt loads during the 1970 's as land values Increased. 
Consequently, Interest expenses as a percentage of total production expenses 
doubled between 1970 and 1984. As land values have fallen and other economic 
factors have not been favorable for the sector, the extent of the debt load as a 
portion of an operator's aaset base has become a critical factor In farm aurvlv- 
aDiiity. As the debt-to-assat ratio Increased, the average Incomes generally 
decreased, the percentage contributed from business farm Income decreased, and 
the percentage contributed from all other sources Increased (table 8). Households 
reporting no farm debt were the exception to thec:e general trends. Those 
households had a higher percentage of their total Income from off-farm sourcea 
than other households with a debt-to-asset ratio below 0.70 and had an average 
Income below households with a debt-to-asset ratio of 0.01 to 0.40. However, 
some households that had debt may have refused to report It and, thus, were 
classified as not having dtebt, b?jt the extent of such underreporting and Its likely 
effect Is unknown. ' 

Households without farm debt have the lowest percentage of households with negative 
Incomea as well as the lowest percentage with high Incomes (over $60,000). The 
average Income of households without debt was a relatively high $24,138. Households 
associated with farms with some debt but with debt-ta-asset ratios of less than 
0.40 had the highest avenge Income of all Indebted categories, $32,961. Nineteen 
percent of all farms had debt-to-asset ratios greater than 0.40. For those 
farma, as the debt-to-asset ratio Increased so did the percentage of households 
with negative Incomes, and the average income decreased. The average Income of 
households associated with farms whose debt exceeds the asset value was $11,205. 
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FARM OPERATOR HOUSEHOLDS WITH LOW MONEY INCOMES IN 1984 



IncoM of farm operator households was very unequally distributed. Many households 
had large losses and many had very hlgn Incomes. Farmers are accustomed to some 

houaehold consumption accordingly. In 1984, almost 40 percent of farm operat" 
households had low money incomes when low money income is defined aslelK^S 
official poverty line for a family of four ($10,610 in 1984).12/ Note that this 

IJd tS°nn-h.^'«f ?ff?''** ' P*''*'*^ •^''•■O^ household 

and the number of children were not collected in the 1984 survey. Moreover, 
bjjcause of the annual volatility in farm income and the operator control ov4r 
^JL oV^ti comjnodities, annual poverty rates can be misleading, 

some Of the low money income households probably relied on savings to cover living 
expenses, reduced or postponed some share of living expense, or were forced to 
borrow for consumption purposes or to sell farm assets, possibly lowering their 
future earning capacity. The extent of these practices is not well known. 

One goal of farm policy has been to support farm incomes. Government programs 
support farm incomes indirectly through support of agricultural commodity prices 
and directly through transfer payments to producers of major row crops. Unit 
transfer payments are based on the difference between an established target price 
Ufi." 5^"*' P'*"* Generally, as the amount of the supported commodities 

produced by an operation increases, farm operation becomes Increasingly eligible 
for income support up to a limited amount (currently $50,000). 13/ This concept 
of income support is distinct to farm policy and differs f rom IRe usual view held 

.IIn!!i!"i i"*"*"* providing an income floor. Income 

supports in farm policy are designed to increase farm income and permit a fair 
return on production without regard to its distribution to people (with the 
exception of the $50,000 limitation). Farm income supports contrast with income 
supports for the general population where the primary focus is on the distribution 
of income to people. There has been limited discussion over whether the current 
version of farm income supports should include a means test tied to income, 
wealth, or both. 

In any case, farm programs have relatively little direct effect on the Incomes 
of operators for whom farming is not a major occupation. About a quarter of the 
term operator households with low money incomes in 1984 did not have farming as a 
Mjor occupation. To better understand the implications of targeting farm income 
support policies, four types of farm operator households have been defined based 



12/ Low money income can be measured in an absolute or relative sense, and each 
approach has its purposes (22). A relative approach is useful if a lowest quantile 
18 Of Interest for comparing with others in the group (for example, to compare 
the farm households with the lowest 20 percent of incomes with other farm households). 
An absolute approach is useful if the interest is in measuring how many households 
have difficulty meeting their basic needs. The absolute approach is of interest 
in this analysis, particularly because of the controversy over taxpayer transfers 
for farm programs. The absolute approach used here io based on market data 
regarding dollar requirements necessary to cover minimum essential living expenses. 
Tne U.S. Deportment of Commerce does not compute a separate level for households: 
the family level Is used (31). 

13/ The current celling of $50,000 may not provide a sufficient business income 
floor for very large farms where risks and losses can be large. 
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on low aonoy incoM • to tut and tht Mjor occupatioD of opera ton. The net worths 
o£ tbeae types and their ineoM sources lllustrau the extent of households with 
low Boney incoMS, the proportion o£ low noney incone households who can potentially 
be MSt direcUy affected by fan policies (those with farning as a major occupa- 
tion), and the wealth position of each of these types of households (table 9). 

Type I - Households With Paflng as a Malor Occupation 
and With Low Money Incoiiie 

Meerly 30 percent of fan operator households had faning as a major occupation 
and had low money incomes. These ^pe I households had average incomes of -$13,344. 
The fans of the type I households had about a quarter of all the sector s sales. 
Their average Government fan payment income totaled $1,711, slightly below the 
everage for all fans. Their fan equity was a relatively high $226,672, and 
they had the highest debt-to-asset ratio of the four types. 

The major difficulty for these households was the large cash losses from business 
fen income, in part because of their heavy debt load and resulting interest 
expenses. They had relatively low off-fan incomes, amounting to less than a 
quarter of their fan losses. To the extent that these fans produce commodities 
for which a Goverament program has been established and, if a means test for 
raceipts of Goverament payments becomes incorporated into fan policy, the type I 
households had the greatest potential responsiveness and need for support because 
their incomes were low, their production was nlatively high, and their major 
occupation was faning. 

Type II - Households With Faning as a Major Occupation 
and Without Low Money Income 

About 35 percent of fan households fell into the type II group of households 
with farming as a major occupation and with incomes above the low money income 
level. The sales of ^pe II operations were more than 60 percent of the sector s 
totel sales. Their avenge incomes were the highest of all four groups, nearly 
$52,000. These households had more than double the income of Type I households 
from all sources. However, their fan income from all sources made the most 
significant contribution to their high incomes, both absolutely and in relation 
to other groups. Their average Goverament payment of nearly $4,000 was the 
highest of all groups of households although it made a nlatively small contri- 
bution to their totel incomes. Their large Government payment is indicative of 
the production-linked programs. 

This group was unique in having high incomes from off-fan sources other than 
employment, such as interest, dividends, transfer payments, and rentel of nonfaro 
property. Such sources of income probably do not require large commitments of 
time, allowing openters to be engaged in farming activities for the majority of 
their work time. The type II group also had the highest average asset, debt, and 
equi^ of all four groups. If a means test wen a prerequisite to receiving 
dinct Government payments, many of these households would stend to lose because 
of their very secure financial position. 

Type III - Households Without Faning as a Major Occupation 
and With Low Money Income 

Only about 10 •[•ercent of fan openter households wen type III households, 

those whose mjct occupation was not faning and who had low money incomes. Their 

amies and expens^is wen both much lower than type I households, but their net 
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• 9— Avcragt financial position of fan opatator households basad on low nonay incona status and major occupatic 
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facn IncoM of -$18|431 was very similar. Their off-farm income was higher than 
that of type making their total household losses of -$11»567 somewhat less. 
Although their major occupation was not farmingy these households earned relatively 
little off-farm income. Their average equity was well above the average for all 
U.S. families but below the average farm operator household's equity. Their 
debt-to-asset ratio was a relatively low 0.16. These households were largely not 
directly affected by farm income support programs because of their low production 
levels. 

Type IV - Households Without Farming as a Major Occupation 
and Without Low Money Income 

About a quarter of farm households fell into the type IV group of households with 
a major occupation other than farming and without low money incomes. This group 
of households had a positive farm income of lA^bZ? and a large average income 
from off*farm sources. Their average farm sales were in the same range as type 
III households but their expenses were much less. The average total income of 
type IV households from all sources » $4391709 was second only to households 
with farming as a major occupation and without low money income. Their farm 
assets » debt 9 equity » and debt- co-asset ratio were the lowest of all household 
types. These households wera relatively little affected by farm programs because 
of their small contribution to production and their low production capacity. 

The Role of Inventories 

An important source of nonmoney farm income to farm operator households has been 
omitted from the previous analysis: the value of the change in inventories. 
Many times operators choose to store their commodities and postpone sales and 
currant income in hope of receiving a better price for their commodities in the 
future. Some of the households with low money income probably chose not to sell 
their commodities and relied on savings to cover living expenses. 

Data permit a definition of fara income which includes the value of the change in 
inventories for crops only. 14/ When these crop inventory changes are included, the 
relationships reported in taiSle 9 change only slightly. The most significant 
effect was that about 2 percent of households whose major occupation was farming 
moved from being below the low money income level to above that level. Therefore, 
only a small percentage of households with low money income had inventories that they 
chose not to sell in 1984. 



THE FINANCIAL WELL-BEING OF FARM PEOPLE 
OOHPARED WITH THE FINANCIAL WELL-BEING OF OTHER PEOPLE 

Interest in the financial position of farm households in relation to nonfarm 
households began with a concera about the low incomes of fara households mora 
than 50 years ago. The concept of parity developed out of this same concera. 
Although farm policy is no longer directly based on pari^ indicators, the interest 



14 / The value of crop inventory changes is included by replacing crop sales and 
net CCC loans by the value of crop production less the value of that used on the 
fara. Changes in the value of livestock inventories amounted to about -$1.7 
billion, -20 percent of the total in 1984, but their estimates are not available 
in a fora which allows analysis in conjunction with other microeconomic-level data. 
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» the rtlatlve status of farm housaholds parlsts. The high cost of Government 
farm programs and the resulting large transfer of Income from nonfarmers to farmers 
keeps alive the political Interest In the financial well-being of farm households. 

The Government's major farm programs are direct payments » mainly under commodity 
programs, and the Commodity Credit Corporation (CCC) nonrecourse loan program. The 
Government also provides subsidised loans through USDA's Farmers Home Administra- 
tion, subsidises a crop Insurance program, and provides potential Insurance for 
the Farm Credit System which Is regulated by the quasl-governmentel Farm Credit 
Administration. The Government also Intervenes m agriculture through the income 
tex system. Individuals and corporations reporting farm Income are eligible for 
several preferential tex code provisions (for example, additions of some capltel 
assets can be treated as expenses). Sole proprietor farmers as a group pay less 
In texes on their' farm income to the Federal Government than they save In texes 
from sheltering their nonfarm Income with their tex losses In farming. Relnsel 
estimated for 1982 that If farm Income had not been texed at all, the totel tex 
revenue received l)y the U.S. Treasury would have Increased by $3.8 billion (17). 

Income 

There Is only one annual source of date on the financial well-being of both farm 
end nonfarm populations, the Current Population Survey (CPS) collected and published 
by the U.S. Department of Commerce. This date source distinguishes the farm 
populations by fa|Cm residence, major occupation as farming, and whether or not 
farm self-employment Income Is earned. The advantege to this date source Is that 
the population and the Income are defined consistently within any given year. 
Except for a few years, the farm populations generally had lower average Incomes 
than the corresponding nonfarm populations. The largest farm-nonfarm gap Is 
between those wh6 have farming as a major occupation and those who do not. In 
1983, the Income pf those with a major occupation In farming was 63 percent of 
the Income of otters, farm residents earned 84 percent of the Income of non- 
residents, and fajcm sel£-employeds earned 93 percent of others (31). Estimates 
of the Incomes among nonfarm populations are very similar to each other, but the 
Incomes among farm populations vary considerably. Because Income is consistenUy 
defined, the variation in the relative stetus of farm to nonfarm populations is a 
function of the way in which the population is defined. 

The disadvantege of the CPS date base is that it does not provide annual date on 
farm operator houeeholds, the group for which USDA estimates farm and off -farm 
income. Likewise, USDA does not estimate the income of nonfarm households; thus 
a comparison of farm operator households and nonfarm households has not been readily 
available. Instead, second-best comparisons have been made using the residential, 
occupational, or ^arm self-employment date, or else the USDA farm operator household 
income estimates have been incorrectly compared with one of the readily available 
nonfarm population income estimates. 

The major problem with comparing the USDA farm operator household income series 
with the money income of U.S. households is the inconsistent definition of income. 
The USDA estimate includes the value of the change in inventories, the imputed 
rental value of farm dwellings, and the value of home--consumed, farm-produced 
commodities, all nonmoney income items. The income of U.S. households, in con- 
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ttttt, indudat only nonay Itent (except for depreciation charges for farm houae- 
holda) .15/ 

The USDA farm operator houtehold income definition can be adjutted to more cloaaly 
correspond with the definition of the U.S. household money income estimate (table 
10). In our adjustments, the nonmoney items are excluded and the cash wages and 
salariea farm eatablishmants pay operators and their household members are included 
for recent years when data are available. The values of the nonmoney income 
items of farm operator households are not available in a comparable form for the 
U.S. population as a whole. Including the nonmoney income items for one population, 
farm households, is inappropriate for an income comparison when a complete 
accounting of all sources of nonmoney income is not available for both farm and 
nonfarm populations. 16/ Nonfarm households receive larger amounts of some 
sources of nonmoney Income in relation to farm households (12). For example, in 
1984, the percenuge of farm residents receiving means-tested ^"•^^'•» 
Medicaid, was less than half the percentage of nonfarm residents receiving benefits 
even though the poverty rate of farm residents is significanUy higher than for 
nonfarm residents (29). 

The imputed value of the rental services from farm dwellings in 1984 accounted 
for over half of the adjustment to the USDA estimate of total operator income. 
The imputed rental value has increased over time at about the same rate as the 
value of farm real esuta (1). The value of foods produced and consumed on the 
farm has remained relatively auble in nominal terms becauae the increase in 
commodity prices has offset the decline in the quantity of foods produced and 
consumed on the farm aa the farm population haa declined. 

The moat volatile of all the income componenta is the value of the inventory 
change. The 1983 inventory adjustment was -$10.6 billion compared with ♦'•8 
billion in 1984. That adjustment offset the gross imputed rental value in 1983 
leaving very little difference on balance between the adjustad and unadjuatad 
estimate. The only addition to the USDA series is the value of cash «a80» and 
salaries farm establistaents pay their operators and household membera. This 
practice haa probably increaaed over time, eapecially aa more farms become 
incorpotated. However, data have been collected only very recently. The def- 
initional adjustments will generally lower the USDA eatiaata. The adjusted USDA 
series ranged from 0.71 to 0.99 of the unadjustad aeriea. 

The U.S. Department of Commerce has collectad household income data for the CPS 
only aince 1967. Becauae farm operator households are not identified «e CPS 
annually, households other than farm opetatora cannot be identified. Therefore, 
the avetage money income of farm operator households was compared with the jverage 
money income of U.S. families until 1967 and for houaeholds, thereafter (table 
10). The income es time tea for the U.S. populations include the incomes of the 
unemployed, in contrast to the farm population which by definition ia employed in 
farming. On average, farm operator households' income has been about P«"ent 
of all households in the United States. In 7 of the yeara aince I960, farm house- 



15/ A measurement problem remaina, aaide from the definitional inconsistenqr. 
TliTcPS data underestimates houaehold income becauae of known underreporting by 
respondents. The farm income component of the USDA estimate is derived from 
actual production data rather than from farmers' reports of their receipta (10, 27;, 

16/ This reaaon is also why we eliminate the farm-nonfarm residence diatinction 
in"the definition of the official poverty line. See Getz for a description of 
the developmment of the poverty definition over time \9), 
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holds have actually had IncomeB higher than the average V.S. Incone. In 1973 ^ farm 
households had a money Income of $17 » 854 compared with a U.S. average of $129157; 
In 1984| farm households averaged $23^658 compared with $27^464 for all U.S. 
households. 



These adjustments to the USDA estimates of the total farm operator household 
Income Improve the fatm-nonfarm comparison^ but several drawbacks to the comparison 
remain. First, the farm component of the USDA estimate of household Income of 
farm operators Is actually a measure of the farm Income earned by farm establish- 
ments rather than by farm operator households. Farm returns go to farm operators, 
partners, and members of farm corporations, not only to operators. Equating a 
per farm measure of farm income with farm income per operator household Is based 
on the tenuous assumption that there Is one unique household per farm. As ScherU 
emphasized, **the major portion of U.S. farm products come from establishments 
that obtain resources from several different households** (21). The USDA estimate 
probably overestimates the farm income of operator households. In contrast, the 
off-farm component of Income measures the off--farm Income of farm operator households. 

Second, comparison of average Income masks the variation among households as 
evident from the size distribution of Income described earlier. The Income of 
farm households Is more unequally distributed than Is the Income of nonfarm 
households (fig. 3). In large part, this unequal distribution Is the nature of 
farming with any individual farm household experiencing a combination of relatively 
high and low annual Incomes over time. 

Third, the farm-Donfarm household comparison of income does not consider wealth, 
the other major factor affecting financial well-being of households. An alternative 
accounting of well-being would consider an estimate of the real capital gains on 
assets for the time period along with current money returns. Farm operator 
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houMholda g«i»t«lly bav* a louar ratio of Ineoae to net worth than do other 
households becauae of the large caplul requlreeents necessary to earn a living 
In agriculture. Inclusion of real capital gains would raise the well-being of 
larM operator households In relstloa to other households in times of asset appreciation 
and lower it In times of deflation. These data are not available In the CPS or 
series. NcConnen estimated that from the rald-1960'8 through 1978 per 
caplu income, Including real eapltal gains, of farm operator households exceeded 
the nonfarm per caplU income (16). Becauae real capital gains are not realized 
until an aaaet is sold, they can be a fleeting source of "income" and not directly 
comparable to money Income. In fact, real capital gains In the fc^rm sector have 
been negative since 1981. The sector has lost 89 percent of the real capital 
galna which accrued during the 1971-80 boom period for farm assets (25). 

Wealth 

Deaplte the recent decline In aaaet values, farm operator households on average 
atlll have higher levels of wealth than the average U.S. family. 17/ The average 
farm equl^ of farm operator houaeholda In 1984 was over $250,00Trcompared with 
mn average U.S. family equity of $66,050 In 1983 (3, 4). 18/ Over 60 percent 
of farm households had equity greater than $100,001) compared with only 17 percent 
of all U.S. famlllea (uble 11). Farm houaeholda hctd greater equity than U.S. 

"^^ Income levels. The Income-to-equity ratio for all U.S. families 
waa 39.8 percent compared with 8.0 percent for farm operator households. As Incomes 
Increaaed, equity generally increased at a slower rate as indicated by the positive 
relatlonahlp between "e Income category and the ratio for both populations. 
Even the low Income taicm houaeholda had high farm equity values on average. The 
average income of farm households in the lowest Income group was negative, but 
those household's average equity waa over $250,000. This category of farms 
contained many of the farms under stress as a result of low prices and large 
Intereat payments on their debt. 

Due to the highly capltal-lntenalve nature of the agricultural Industry, operators 
are required to make large Investments to run a full-scale farming establishment. 
Therefore, the complement to the relatively low Income- to-net-worth ratios of 
farm operator households Is that operators earn a low return on their Investments 
relative to nonfarm Investments. In 1984, the returns to equity for all farm 
aaaet owners (operatora and nonoperator Undlords) was 2.8 percent. When unresllzed 
capital gains Income are Included m returns, the returns to equity equalled -16.1 
percent (25). i ^ i 

If a farm-nonfarm income comparison Is related to Government Involvement In 
agriculture and the transfer of income from nonfarmers to farm people, then an 
additional issue Is relevant. Individuals other than farm operators are eligible 
for farm program payments. Some farm landlords not operating a farm themselves 
receive Government benefiu. USDA estimated that In 1984, about 1.6 million 
landlords who did not operate a farm received about 87 percent of the $5.4 billion 
in net rent received by landlords. Including over $400 million In direct payments 
they received from Government farm programs. Very lltUe Is known about this 
group of farm resource owners who should be Included In a farm-nonfarm comparison 
when the distribution of Government payments is the Issue. The Census-defined 
population of farm a? if -employed families Includes farm landlords who do not 



Wj ^^a^ * * vallable for families only, not households. 

hoSeholds (30). ^ ' patcent of the total equity held by farm operator 



ERIC 



27 

38 



abU JJlJo* «>o»y IncoM to tqulty for fan operator houaeholdi, 1984, and all U.S. families. 



laeoM oatagory 



t U.S. faalllaa, 1983 : 

» 1 Kafcio of : 

t Avaraga aonay t Avaraga aqulty t incoaa to : 

J Incoaa : : aqulty : 



Farm operator houaaholda| 19t 
Average : Average : Katie 



money 
Income 



: 



farm 
equity 



Utt elMQ $3,000 


3,306 


-Doll«ri 

12,051 


Ratio 

27.4 


-] 

-21,027 


Dollars"— 

252,909 


Rat 

-a 


$5,000-17,499 


6,113 


20,146 


30.3 


6,259 


152,206 


4 


$7,500-$9,999 


8,712 


27,832 


31.3 


8,742 


173,851 


3 


$10,000-$U,999 


12,428 


36,277 


34.3 


12,537 


163,431 


7 


$15,000-$19,999 


17,271 


36,816 


46.9 


17,419 


154,955 


11 


$20,000-$24,999 


22,137 


45,564 


48.6 


22,333 


202,371 


11 


$2S,000-$29,999 


27,071 


60,513 


44.7 


27,262 


204,040 


13 


$30,000-$39,999 


34,289 


69,083 


49.6 


34,550 


217,683 


IS 


$40,000-$49,999 


44,096 


95,658 


46.1 


44,509 


271,817 


16 


$50,000 «nd son 


87,873 


262,254 


33.5 


132,864 


567,968 


23 


Total 


26,259 


66,050 


39.8 


20,191 


253,157 


8 



Sourca: (2, 4), 1984 Fan Coats and Returns Survey, USD\, and unpublished Federal Reserve Board data. 
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'•"w' r«c«lv« thtt* Mot froB unlncorpoca Ud farms. The mcoM 

ttan otter £•» populations, m part teeauaa this group Ineludaa landlords who 
do not oparau far.s tteasalvas. Tte avaraga IneoL of fa.lllas flrl 
! iZi'fi*^'*"' of othar faaUlas 1^6 out 

tL^ ^? IT" <«PP- <^>- I» otter 4 yaars, tte avIJag! 

tte^^f.f';"'""'/i*'.?'' ""--Ploy-nt mcoaa wis 2-7 parclij Mgter tten 
tte avaraga mcoaa of faalllas without this sourea of Ineoaa. 



CONCLUSIONS 



25 5^'^ ■llllon housaholds In tha Unltad Sutes In 1984, about 2.6 pareant 
tJ!l"f!!i. T'* operator housatelds ara a financially dlvarsa group, as ara 

a^^boJh . ^" P*«lcular, fanlng teusatelds^ra largely concent^ 

•«treaes of tte IneoM distribution. Much of the analysis In this ranort 
iJr.'ir*^"'* teusetelds is for a single year, 1?84, a fiSaSlSlS 

IrTnSt.^-*^ 1"*' housatelds. Tterefore, «ny dlsttlbutlonal conclIslL 

5 licJi aao^^i[«i^^ »»-vt. ttet tte distribution 

oi xncoM anong faralng teuseholds tes tecone aore unequal over tine, larsalv 
teeause of tte structural ctenges which teve occurred m agJl^SlSJl. ^ ^ 

Production Is concentrated m a snail suteet of farns, and a slsable proportion 
tl.T^i'' housetelds are Unly dependent on off-fa« sourcls " in?o!2 «i 
operate farms Urgely to nalntaln a rural residence or to take advanto» of 
Surd's;' «PPO!*«»^"" or ux breaks. However, about 65 percent JrSrn operator 
«i iS i fiUn.J*??"'*"' 'or a living, and nSi. tten telf "f Se"e 

!IIk iLii^?"^ position. Otters teve been seriously affected by 

weak dtnand and low prices for agricultural connodlties. Tte status of 
^iZL^'^fJl^ teusetelds is a special policy conc«I Sur{ng tte 

SSL L f "i" •v.ntually te forced to leave agriculture. As a grounr 
^I!.^.!'*'**"* ■ "l«tlvely large debt load indicating ttet the" f Lndal 

S^JI^!?^!'" i^^t? concerns suggest an incoaa conparlson of fam and nonfam 

is f^i*?"!** "^""^ murest tes theoretically teen on farnteusetelds 

"■"•"y available, instead proxy data for 

tteae who live on farns, or wtese najor occupation is faming, or who^ari faS 
tli ""^-co'PomUd fi^s teve teen u^d" ?n sSI cal" 

the USDA estlnata of fam operator teuseteld income tes teen IniorrlctJTcSSIJLl 
!i?n!;/"""***"'^y defined estlnata of nonfam housatelds' inwI^. H^ilJTt 
tte USDA estlnata can te altered, largely by ranoving noSonly cwj;i;ntsrtr ' 

Si'*te:nTrrri:i'J::L2r'* ^"-"^o- ^te famionfam LXTl^oi^ gap 
sJ?irir«rifff! f * over tine but fam operator houseteld inconerare 

oi lU^T I <»i««t«ices m tte distribution 

ot JSSoS. fouseteld. tev a hlg^ "JSJ^tlon 

h«..i!ill? V hlgtest mcona groups tten do noofarT 

te^rrSii'*. ^^'J'' 'H-nclal wall-telng Sf SIS «d SnfiJn 

housatelds is evident in the incone-to-aquity relationship;. Pam householdl 
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und to havt a sauilltr lncoB«-to-«qulty ratio than do nonfatin housaholda which 
■MM thay tand to hava mora waalth at lowar Incona lavala or, convaraaly, that 
thalr waalth tanda to aam than laaa Incona than nonfarm houaaholda. 
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BHDZX i^DBSCRXPTXON OF POPULATIONS ASSOCIATED WITH PARKS 



OotiCtPt 



Dtfinitiott 



•ouw 



PopulatioD and incoiii ' 

I Avtng« t H% tio oi Ini 



I I t household I tor tmtm am 

1/ I Yoar I Population i aonoy inco— i, iaga popidai 



■ oparator 
uaaholda 2/ 



Thoaa houaaholda which USDA 

includa aajor daeiaion* 

ukara of faming oparationa PCRS 



1984 2t328,000 $23,658 
1984 lt693,940 20,191 



a raaidant 
uaaholda 



Thoaa who ara paraanant 
raaidanta on fana 



CPS 



1983 1,818,000 



21,534 



■ aalf-aaployaant 
COM faailiaa 



Thoaa whoaa houaaholdara 
aarn incoaa from unincor- 
poratad faraa aa oparatora 
or aa landlorda taoaiving 
fan ahara ranUl incoM 



CPS 



1983 1,698,000 



26,580 



■iof occupation 
uaaholda 



Thoaa whoaa houaaholdara* 
Job hold tha longaat 
during tha yaar waa aa 
oparatora or aanagara 



CPS 



1983 1,121,000 



19,009 



adula F f ilara 

ola propria tors )4/ 



Thoaa who aarn incoaa f roa 
aola propriator fama 



IRS 



1982 2,903,442 



20,392 



/ Tha USDA aatiaata ia adjuatad froa tha official publiahad aariaa, aaa taxt. FCRS ia tha Fara Coata an^ Ratuma s 
k. CPS ia tha Currant Population Survay, U.S. Dapartaant of Coaaarca. IRS ia tha Intamal Ravanua s^mct which | 
eial ubulationa froa ita SUtiatica of Incoaa Fila. 

f By definition, thara ia ona oparator par fara. Tharafora, tha USDA nuabar of oparatora aquala th« ofticial numt 
aa. Tha Fara Coau and Raturna Survay, a USDA aatiaata of tha nuabar of oparator houaaholda, diffars f^om tha off j 
at. Data ara praaantad froa both aouroaa. 

/ A ratio of fara incoaa to tha CPS aatiaata of tha avaraga U.S. houaahold incoaa. 
/ Faraa ara not liaitad to actual or potantial aalaa of $1,000 in coaaoditiaa. 
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APPENDIX B-THEORIES FOR EXPLAINING INCOME DISTRIBUTION IN AGRICULTURE 

Marginal productivity theory underlies many significant economic concepts 
including the functional distribution of income to production factors. A major 
postulate of this theory is product exhaustion: 

pq - p(xifi), 1-1, ...n 

of^nnL? "".'^f ^l\''V 1 ^"P"'^' ^^'^ f 1 'marginal products 

of Inputs. Such a distribution Indicates how much each factor earns In the 

production process. Euler's theorem shows this relationship as an Identity for 

production functions with constant returns to scale. It was later shown that 

^^^.^''J"' °^ '^'^ production function under longrun 

equilibrium conditions (20). USDA estimates a functional distribution of 
Income In agriculture annually beginning in 1940 (25). 

Only recently have general models been developed to explain the size distribution 
of income In the 1970' s (19). Many partial theories highlight one or a few of 
f?«!*3*''^"5u''!''i^"*^ associated with the lognormal distribution of Incomes 
first described by Pareto In 1897. The ability school of Income distribution 
theories, which predates Pare to 's empirical work, postulates that Income Is a 
function of innate abilities. The Implication from the simple ability theory 
18 that Incomes are distributed normally as are abilities. Since the 1890'8. 
other researchers have expanded the ability theory to Include variables that 
irf«rr !? ^''^"ty to produce the observed lognormal distribution. Other 
major factors featured In theories of the size distribution of income include 
chance, the age structure of the population. Individual choice, human capital, 
and wealth and Inheritance. ' 

In light of the Increasing dependence of some farm households on off-farm wages 
S^Droor?«^ %°''"k."'"*'k'*'* traditional emphasis on human capital models seems 
appropriate for this subgroup of farm operator households. Suman capital variables. 
Jhe rff^^^^rf J and experience, are probably Important In explaining 

?mtori!„n °^ " has emphasized the 

importance of adapting to exogenous market forces in a changing environment as 

!nn«;r^"' """P' °^ ^'/T^x "P^*^^ explaining the distribution of farm 
iorr?n,no??^ operators (H). The life-cycle and Inheritance theories may be 
more Important In explaining the size distribution of income for households 

fS k""" T?!®' °^ ^'^'^ =l°"ly ^eld businesses, than 

ilLl I ? households. This importance results from the greater ratio of 
other capital to human capital required to operate a farm than for all occupations 
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APPENDIX C— AVERAGE INCOMES OF FARM SELF-EMPLOYMENT AND NONFARM FAMILIES 















Year 


: Families 


with farm self- 


-employment Income 


: Average income of 


' farm famllj 




: Average 


: Average farm : Share of Income 


: families without farm 


to nonf 




' family Income : Income 1/ 


: from farming 


: self-employment Income 


family i 








Percent 


Dollars 


Rat J 


1974 


: 14,485 


4,518 


31.2 


14,722 


0.9? 


1975 


15,779 


4,309 


27.3 


15,535 


1.02 


1976 


: 17,177 


4,340 


25.1 


16,855 


1.02 


1977 : 


17,776 


3,723 


20.9 


18,286 


.97 


1978 


21,370 


5,828 


27.3 


20,037 


1.07 


1979 


1 23,105 


8,444 


36.5 


22,354 


1.0' 


1980 : 


21,721 


6,851 


31.5 


24,035 


.9C 


1981 


21,732 


4,380 


20.2 


25,960 


.84 


1982 2/ : 


24,743 


5,138 


20.8 


27,470 


.9C 


1983 7/ : 


26,580 


5,545 


20.9 


28,696 


.93 



U Includes farm share rental Income and excludes farm cash rental income, 

2/ The 1982 and 1983 Current Population Surveys categorized the Income of operators of Incorporated 
as farm wage and salary income. Before that time they were included as farm self-employment income. 
Source: (31) and unpublished U,S, Department of Commerce survey data. 
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Related Reports 



Farm Incon»e Data: A Historical Perspective by 
Gary Lucler, Agnes Chesley. and Mary Ahearn. 
May 1986; 311 pages. $15.00. This bulletin 
presents various economic time series relating 
to national, regional, and State farm Income 
statistics. Data series for State-level cash 
receipts and production expenses by major com- 
ponents from 1949-84 are Included as well as 
other State-level farm Income components and 
off-farm Income. 



Other ERS Publications Available 



Economic Indicators of the Farm Sector This periodical consists of five 

JJJnf Inlir'^^y!''*^"."'^''® Jf"" °^ statistics and analysis per 

issue. Subscription price: $19.00 domestic; $23.75 foreign. This series 
provides a comprehensive update on economic trends In U.S. agriculture 
Topics Include national and State financial summaries, production and * 
efficiency statistics, costs of production, and an annual overview of the 
entire farm sector. 



n?*I ^H^^cT* Product Accounts, Estimating Farm Income by Type of 
Farm by Richard Simunek. Agapl Somwaru. Sandra Suddendorf. and Gary Lucler 
December 1985; 60 pages. $2.00. This report Identifies data limitations 
advantages In estimating farm Income by type of farm, and the Implications 
?L?JS measures. U.S. farms are becoming Increasingly specialized, 

limiting the usefulness of traditional aggregate analysis 



A Quarterly Model of the Livestock Industry by Richard P. stillman 

SnSTfn^nlJ^'i ^J?" * ^^'^^I report Incorporates boKhavloral 

and biological equations to project beef, pork, and broiler quantities and 

th'I'.j%"'? '^^''V' «"«ly5ts.' A newly developed model ?2r 

: A « Jly"*®*^? ndustry provides quarterly forecasts of livestock prices 

Iri 'J^ ""5 ^? ^""P"'* ^f'^^^ alternative scenario 

are simulated and compared with the model's base forecast. 
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